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OBJECTIVES FOR 10/9/92 


• Diagnosis of the state of organizational decision making 

- issue identification 

• Characteristics of better, faster organizational decision-making 


• Set up discussion of organization alternatives (10/21) 


PMOTH298 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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AGENDA 10/9/92 


• Review of the objectives 

• Methodology of analysis 

• Interview findings 

- issue identification 

• Discussion over dinner 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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AGENDA 10/10/92 


• Characteristics of better, faster decision-making 

• Case study 

• Identify required changes at PM USA 

• Next steps: 

- 10/21 meeting 

- Tarrytown meeting 


PMOTH319 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 




PHILIP MORRIS U.S.A. 


205095230a 


GROUP EXPECTATIONS 


• What should we accomplish here today? 


• Should we modify the ground rules from the 7/15 meeting? 


PMOTH320 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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INTRACTABILITY 


• The subjects to be discussed today are not new; previous meetings 
and studies have raised significant issues 


1990 attitude survey 
1991-92 Duncan study 
1992 Tarrytown group meeting 


Empowerment 

Communication 

Leadership 

Management style 

Structure 

Planning 

Crisis 


Why are these issues so difficult to resolve? 


PMOTH322 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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INTERVIEW PROCESS 


[ 


• Top Management 
Buy-in 


Mapping 

• Top 100 managers 

• Interview process: 

- decisions 

- authority 

- impediments 

- information 

- interfaces 

• Fact vs. mythology 


> 


V 


t 


A 


Cataloging 


. -> 

• Top management 
review 

“ consensus on 
findings and 
implications 

Synthesis 

• Follow up interview 
process: 

- inconsistencies 

- pressure testing 

- ramifications 

- implications 

• Supporting evidence 


- Agreements 

- Frictions 

- Hypothesis 

PMF1391 TAH 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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INTERVIEW PROCESS UPDATE 
(OCTOBER 9, 1992) 

Interviews Completed to Date Interviews Scheduled 


Hector Alonso 

Art Goldfarb 

Rich Olsen 

David Davis 

Asmus Alpen 

Tom Goodale 

Susan Opengart 

William Her 

Charles Anderson 

William Goodman 

Steve Parrish 

Tom Gatz 

Roy Anise 

Laurence Hendricks 

Mike Pfeil 

Denise Keane 

Tim Beane 

Peter Henriques 

Stephen Piskor 

Sandra Lizza 

David Beran 

Charles Horner 

Bill Poorbaugh 

Wade Lott 

Donna Berenson 

Ken Houghton 

Clare Purcell 

Daniel Lynch 

Joseph Bickett 

Chris Irving 

George Reid 

Doug Nelson 

Harold Burnley 

Jerome Isaacs 

Bill Riggans 

Peter Paoli 

Barry Case 

Craig Johnson 

Salvador Rivera 

Tina Walls 

John Clary 

Floyd Johnson 

Colon H. Rowe 


Carl Cohen 

Donald Knudson 

Mary Schroeder 


Richard Cox 

Robert Latshaw 

Coy Saul 


David Dangoor 

Ted Lattanzio 

Jim Schardt 


Steve Darrah 

Fred Laux 

Brian Schuyler 


Richard Davis 

Suzanne LeVan 

Craig Schwartz 


Fred DellaCrosse 

Carolyn Levy 

Cindy Shore 


David Driver 

Dr. Cliff Lilly 

Renee Simons 


Cathy Ellis 

Henry Long 

Gus Sledge 


Richard English 

Alejandro Lopez 

Michael Smith 


Robert Ewan 

Nancy Lund 

Linda Spiers 


Michael Farriss 

Jerry McCracken 

Mark Suter 


Robert Fenner 

Michael Mahan 

Larry Sykes 


Charlie Finch 

Linda Markham 

Michael Symanczyk 


Rick Fitzdale 

Adrian Marrullier 

Bill Taylor 


Newton Fowler 

Ellen Merlo 

James Taylor 


Anthony French 

Robert Mikulay 

Jim Thomas 


Tom Garguilo 

Earl Henry Mize 

J.C. Thwaites 


George Garner 

Jim Moore 

Lou Turano 


Edward Gee 

Jim Mortensen 

Peter Volz 


Robert Gibbs 

James Myracle 

Frank Watson 


Jackie Gilbert 

John Nelson 

Dan Westra 


Pam Gill 

Jim Oats 

Dr. Jerry Whidby 



100901 PMO.LW 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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MANAGEMENT INTERVIEW UPDATE 

(OCTOBER 9, 1992) 


100% r 


80 h 


60 b 


40 b 


20 b 


19 18 8 9 21 4 



□ Scheduled 
Complete 


Marketing Sales Planning Finance Mfg./Ops Leaf R&D Legal HR Engineering Other 

(Corp/Leo Burnett) 


Source: Interview Schedule 
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Source: https://www.industrydocuments.ucsf.edu/docs/klglOOQO 
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Section 

I. Learning about current responsibilities 

II. Learning about the decision making process 


III. Learning about communication 

IV. Learning about customers 

V. How will job evolve 


INTERVIEW METHODOLOGY 

Objective 

• Background & issue identification 

• Highlight decisions 

• Understand communication and 
information flows 

• Unearth impediments 

• Explore the "crisis" phenomenon 

• Responsibility vs. authority 

• Document how organization works 
together 

• Formal vs. informal processes 

• Document upstream decision process 

• Document goals and objectives 


PM0116TAH 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 



PHILIP MORRIS U.S.A. 


2050952303 


SYNTHESIS OF THE DATA 


• All interviews are tabulated and entered into a database 

• Individual responses are grouped into categories to identify general themes and 
trends 

• Detailed decision processes are mapped out based on interviews and select 
augmented data 

- organizational charts 

- documented communications internally and externally (e.g. agency media revision 
documentation) 

- follow up discussion made to resolve inconsistencies 

• Responses are anonymous but not confidential 


PMOTH288 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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Difference from PMCI Overall 


Diversification & 
investment 

Structure 

Careers 

Strategy and 
objectives 

Growth 

Compensation 

Management 

development 

Security & 
Commitment 

Organizational 

culture 

Supervision 

Management 

leadership 

Organizational 

culture 

Satisfaction 

Communication 

Job performance 
and evaluation 

Management relations 

Authority and 
and decision making 

Productivity 




Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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ISSUES RAISED BY THE DATA 


1. History drives current values and behavior 


2. Structures & systems 

- organization structure 

- process management/systems / 

- cross-functional cooperation & 

- physical separation (NY/Richmond) 



3. Culture/style 

- management practices/style 

- team dynamics 



4. Capability 

- management development 

- skill development 

- perspective 




PMOTH300 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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PM USA HISTORIC SUCCESS FORMULA 


Consistent 


...and continuous 

Marketing 

+ 

mass production 

Investment... 

supporting Marlboro 


• Long running media campaigns 

• Uniform price levels and increases 

• Homogeneous mass marketing 

• Passive approach to retailers in 
return for visibility 


• Emphasize line speed over flexibility 

• Vertical integration to insure supply 
lines 

• Multiple redundant inventory to prevent 
stockouts 

• Obsession with product quality 


The PM USA management structure, incentive system and 
culture was built around this formula for 35 years 


PM0167TAH 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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PM U.S.A. ORGANIZATION 



PMOTH345 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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President 

CEO 

William I. Campbell 
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PM U.S.A. ORGANIZATION 

(8/1/92) 

□ Line management 
| | Staff 


SVP 

Human Resources 


F. Laux 


VP 

Employee 

Relations 


B. Case 


SVP 

Corporate Affairs 


J. Nelson 


SVP 

External Affairs 


A. Whist 


SVP 

Legal Affairs 
S. Parrish 


SVP 

Operations 


(Open) 


VP Mfg 


S. DarraJi 


Plant Mgr 
MC 


Plant Mgr 
Cabarrus 


Plant Mgr 
Louisville 


Plant Mgr 
Stockton St. 


Plant Mgr 
Stemry 


VP Mfg Service 


W. Moore 


VP Engineering 


B. Taylor 


VP R&D 


K. Houghton 


VP Leaf 


D. Milby 


SVP 

Marketing 


D.E.R. Dangoor 


VP Marlboro I I VP Marketing 
1 1 Services 


N. Lund 


VP Merit/B&H/VS 


S. LeVan 


VP PV brands 


B. Mikulay 


E. Merlo 


D. Beran 


Director I I Director Director 

Mkt Planningl I Mkt Info Cons Resch 


SVP 

Sales 


M. Szymanczyk 


Media 

services 

— 


— 





Promo 

Services 

— 


— 




Direct | 
Marketing 

— 


H 




Event 

Marketing 

j 




C.Johnson 


Director 


5 Region 
Directors 


Director 
Sales MIS 


Director 

Merchand. 



HI 

■ 

RVP Region 1 

D. Nelson 




RVP Region 2 
E. Mize 




RVP Region 3 
C. Finch 



l 

RVP Region 4 

R. Olson 



] 

RVP Region 5 
J. Kuhlman 


B. Schuyler 


Source: Organizational Charts 


Director 
Info sys. 


F. Watson 


Director 
Exec. MIS - 

B. O’Brien 

30403S002 PMO 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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THE CHANGING TOBACCO MARKET ENVIRONMENT 


Traditional Environment 

Advertising builds brands 
One price 

Long run, low complexity 
product offering 

Long product life cycles 

National market trend 


Emerging Environment 

"The war in the store" 
Multiple price tiers 

Flexible manufacturing/ 
customer responsiveness 

Continuous product 
innovation 

Micromarkets 


PMF1396 TAH 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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INCREASING BUSINESS COMPLEXITY 


Marlboro Marketing Promotions 



Percent 

of volume: 1% 2% 17% 


Source: PM USA Marketing, Manufacturing Departments 
'Includes international 


Brands Produced* 



PMOTH307 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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SCOPE OF MARKETING AND SALES DECISIONS HAVE EXPANDED 


Critical 

Decision 


1. Pricing 


2. Determine the 
marketing mix 
(budget) 


3. Promotion 
development 


4. In store 

merchandising 


5. FVB programs 


Marketing 

Sales Brand Group Services Others 


1 



■ Corporate/SVPs i 

*1988 [ 

1 



1 

1992 

1 . 


1988 


| j 

Finance 

I 

1 1 

1992 

1 


| 1 

1988 

Trade marketing | 

1 1 

r 



1992 ' 

i - 1 

l .... 

1988 

_ _I 

1992 


1 

1 

i - 1 

l 

1988 


1 

1 



1 

1992 


Source: PM USA management interviews 
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Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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DATA SYNTHESIS 


• The historic legacy of PM USA has left many structural impediments 


• PM USA management practices and styles reinforce the gridlock 


• There may be broad based capability issues 


PMOTH306 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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MANAGEMENT HIERARCHY: MARKETING SERVICES 



30403S005 PMO 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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OPERATIONS HIERARCHY - QA 


Director 

Quality Assurance 



Manager 
Duality Assurance 
Cabarrus 


Manager 
Quality 
Audit MC 


Manager 

Quality 

Assurance 

Louisville 


Manager 

Quality 

Audit 

Stockon St. 


PMOTH349 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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AVERAGE NUMBER OF DIRECT REPORTS BY LEVEL 



Source: PM USA Organization Charts 


PMOTH323 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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MANAGEMENT HIERARCHY QUOTES 


• "There are too many people here checking the checkers." 

• "They have plenty of managers in (department X), but are starved for analysts." 

• "The people we’re allowed to interface with are not empowered so why bother." 

• "You have to go through a lot of people to get approval on something. The 
middle levels can say no, but only the top can say yes." 

• "This organization takes orders from the top. There are barriers to 
communication from the bottom up." 

• "Organizational red tape is containing good ideas at the lower level." 


PMOTH312 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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NARROW JOB DEFINITION: BRAND MANAGER 


Job Description 


• Develop and 
manage trademark 
image 

• Develop and execute 
advertising 


• Develop promotion ideas 


• Field execution of 
promotions 


• Develop and test new 
products 

• Brand/market analysis 
and research 


Responsibility 



Quotes 

• "I’m really not a brand 
manager, just a brand 
facilitator" 

• "We have 3 people, and 
one is a finance guy. 

Tell me how to manage 
with that" 

• "I’m working 90 hours a 
week just to keep up 
with the paper flow" 

• "The only authority we 
have is with the agency - 
sort of" 

• "I am the king of 
nothing" 


PMOTH337 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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GOALS BY DEPARTMENT: MARKETING/SALES 




Market 

Marketing 

Trade 

Field 


Brand 

Research 

Services 

Marketinq 

Sales 

Explicit: 

• Marlboro 

• PM U.S.A. 

• Consistent 

• Marketing/sales 

• Support 


market share 

market share 

brand image 

liaison 

premium 



• Strategic 


• Support 

brands 



direction for 


premium 

• Customer 



brands 


brands 

partnerships 





• Customer 
programs 

• Volume 

Implicit: 

• Maintain the 

• Flawless 

• Highest quality 

• Develop 

• Make sure it’s 


continuity 

analysis 

P.O.S., promo 

promos unique 

price 




materials 

for each region 

competitive and 
fits in the store 


o 

• Subtle differences lead to wide disagreements 
on program objectives 

• Who is accountable for cycle time? 


30403S006 PMO 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 










PHILIP MORRIS U.S.A. 


2050952326 


WHERE ARE THE FUNCTIONAL OVERLAPS? 


New York Office 1 



services marketing research/ 

R&D 


o 

Richmond Operations 



(general) (general) (process) (development engineering 

engineering) 


Sources: 1. Bain interviews 

2. Dan Duncan analysis 


PMOTH305 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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COMMENTS ON FUNCTIONAL OVERLAPS 


• "Promotions are shared among three groups, and everyone blames everyone else." 

• "There are many organizational redundancies. For example, packaging is 
dabbled in by many areas - lots of overlap but no clear authority." 

• "There is significant duplication of effort between QA and technical services." 

• "Forecasting is done by three separate departments, and they all come up with 
different numbers. Then we have to expend more energy to reconcile them." 

• "I was excited about my new position and working hard to make headway. I lost 
some of the excitement when I looked across at another department and found 
someone performing exactly the same function." 


PMOTH309 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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THE MARKETING MATRIX ORGANIZATION 


VP Market 
Research 


D. Beran 



Consumer 

research 


PMOTH258 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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THE MARKETING MATRIX ORGANIZATION 


CO 

a) 

0 ) 

> 
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Marketing Services Research 


Notes: Employees counted at manager level and above 
Sources: Organizational Charts, Management Interview 


Source: https://www.industrydocunnents.ucsf.edu/docs/klglOOOO 
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COMMENTS ON THE MARKETING/MFG MATRIX ORGANIZATION 


• "Staff service departments are chartered to serve the line organization - but 
they often take on a life of their own." 

• "The organizational impedes decisions with a slow and redundant approval 
process. It’s just not efficient." 



• "With our organizational structure we get more people involved and capture 
better thinking but different objectives cause conflict, and things get bogged 
down with additional information that has to be weeded through." 


• "People at junior ranks are paralyzed from committing to anything to peers 
across silos in other departments." 


• "Getting an answer to a question or decision you are making requires a lot of 
time. It cycles up and down the silos until it finally gets back to you." 


• "We have spread responsibility so that there is very little ownership of a 
project. At one point we weren’t sure who needed to approve what." 


• "Our structure requires us to involve additional people even though we have 
sufficient information." 

PMOTH321 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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MARLBORO ADVENTURE TEAM 



Source: Management Interviews PMOTH290 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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PROMOTION DECISION PROCESS 



analysis/value communication 

added manufacturing time 


Source: Management Interviews, Process Flow Analysis 
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MARLBORO ADVENTURE TEAM 


Management Comments 

• "We need to know four months before the launch what the projected promotional 
sales are. We need to plan for the production and the storage, but when the 
format of the promotion continues to change, it’s impossible to set the plans." 

• "The promotion is meant to be implemented in November - we still haven’t 
decided on the packaging and it’s July." 

• "Three months ago we brought the sales department into the development process 
when we decided to run this as a continuous promotion." 

• "What customers we involve in the program depended upon the extent to which 
Sales have sold in Retail Masters but now it doesn’t look like we can tie this 
Retail Masters after all." 

• "We have been through four or five major changes for instore pack displays - 
120 unit displays are needed to make the targets, trade marketing says they want 
a smaller pack size display so we developed a 40 pack display - then brand and 
sales agree on a 75 pack display. Each of these have gone through to the final 
stages of development." 

• "Unless you have the SVP Sales and Marketing input, you don’t have a final 
decision." 

• "The decision (to postpone) is right, but nothing changed in the four days 
after introduction to salesforce that wasn’t on the table for 8 months!" 


PM0178TAH 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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THE MANUFACTURING MATRIX ORGANIZATION 


EVP 

Operations 


Director 

QA 

Knudson 

Director 

Distribution 

Sledge 

Director 

Commercial 

Development 

Suter 

Director 

Logistics 

Schwartz 

Director Materials 
Purchasing 

Latshaw 

Director MRO 
Purchasing 

Driver 

Director Special 
Projects 

Zinski 

Director Minority 
Business 
Development 

Kosakowski 


^jliGbriefa) Manager M 


V^I^Rii/era..! .' • 


iGeherat Manager 4 
^^GaBafru8^#.^j 


WFcMetm»:H 


. .federal Manager , 
•;:iou[sviliew ; ; ;> •" 




; JiQenerpr Meager r 
Richmond Processing 


, French - 


Director T echnical 
Services 


Bates 


Director Manufacturing 
_ Planning _ 


Hunkeler 


Director Manufacturing 
Systems Integration 


McCracken 


Director Community 
Relations 


Moore 


*££ZS60S0Z 


!—4 


t-4 


Director 

Manufacturing 

Services 


;;JManuf|iptiiring ; 


VP 

Engineering 


VP 

R & D 

Moore 


i;';::.DWrah « 


Taylor 


Hougliton 


-- 

Director 

Engineering- 

Manufacturing 


Turano 

_ M _ 

Director 
Engineering* 
Product Design 


Poorbaugh 


Director 
Engineering- 
Applied Technology 


Reid 

Manager Industrial 
Engineering 


Marxen 

Director Machinery 
Strategic Planning 
and Procurement 


Alpen 

Director Engineering 
Planning and 


Administration 

Miller 


pirector Environmental] 
Compliance and 
Engineering 


Merrill 


Line 


□*- 

j | Other 


Assistant to 

Vice President 

Kuhn 

Research 
Fellow 4 

Lilly 

Director Product 
Development 

Myracle 

Director Process 
Development 

Burnley 

Director Applied 
Research 

Ellis 

Director Basic 
Research 

Whidby 

Vice President 
- Scientific Affairs 

Charles 

Assistant General 
Counsel 
Patents 

Schardt 
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MANUFACTURING MATRIX ORGANIZATION 




services services management 

(make/pack 

only) 


Notes: Employees counted at manager level and above 

Sources: Organizational Charts, Management Interview PMOTH 268 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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PRODUCTION PLANNING PROCESS FLOW 
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CRITICAL DECISION PROCESS: CUT-BACK IN PRODUCTION 


Process 


• Orders and 
forecasts 

• Plant capacity 
and inventory 

• Production 
planning system 


• Plant/planning/ 
distribution 
negotiation 



1 Week 


1 Week 


_L 



Total 
5 weeks 




j 


Weekl 


Week 2 


Week 3 


Week 4 


Week 5 


Week 6 


Elapsed Time 


• Can take 5 weeks to decide upon a 5 week production 
plan, at which time it is often inaccurate 


PMOTH257 
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JVENTORY LEVELS 



— r~ 

1992 
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PRODUCTION PLANNING CHANGE: MANAGEMENT QUOTES 


• "Production planning can be no more accurate than the information that flows 
into it. They are at the mercy of shifting forecasts and changing inventory 
levels." 

• "There are no hard and fast rules for reconciling inventory needs with 
production costs." 

• "Every plant has to take the hit in production sometime, but I wonder if the 
trade-offs get looked at properly. Does anybody really know whether it makes 
more economic sense to cut back at my plant vs. all of the others for a given 
brand or time frame?" 

• "The process of scheduling is continuously slowed down by plants trying to meet 
their individual goals. In many ways, production allocation is affected by 
which plants lobby hardest." 


PMOTH253 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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VISION SYSTEMS IMPLEMENTATION 


Operations 




Applied 

technology 


General 

managers 


Control 

\\ N 
\\ 17 

Plant 

systems 

18 \\ 

managers 


Elapsed time: 13 months 

Ongoing process - systems not yet in plants 


Plant 

QA 
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VISION SYSTEMS: MANAGEMENT QUOTES 


• "It took about five years to develop the technology - that’s good. It’s taken 
more than a year to try to get it into the plants, with no end in sight - 
that’s ridiculous." 

• "Manufacturing is still waiting because the staff groups continue to study 
things and won’t make a decision." 

• "The reason the systems are not in place is because manufacturing plants will 
not commit to implement them. They see them as something engineering is trying 
to force down their throats." 

• "We have the best technology of anyone, but don’t have the commitment to use 
it. Reynolds has far worse vision technology, but they put it in the plants 
while we just wait." 

• "My prediction is that Mitsubishi will release chip technology for inspection 
systems that approximate ours - and they’ll implement immediately. Then we 
will call it a crisis because we’re behind on vision systems. But we were ahead 
on vision systems - we’re behind on implementation." 


PMOTH252 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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TASK FORCE PROLIFERATION 



Source: Plant records, estimates; employee relations, estimates 
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TASK FORCES 

• "People that are afraid to make a decision will abdicate to a task force." 

• "We are bogging down with task forces. The process conflicts with the i 
more responsibility and accountability." 

• "No task force is ever measured on output - the emphasis is not on getting a 
job done." 

• "We use a lot of task forces, but no one trusts what they come up with. It’s 
frustrating when no one listens to recommendations." 

• "Task forces try to capture all of the best thinking. The result is gridlock." 

• "Task forces substitute process for action." 

• "Too many people are working on too many things which aren’t important." 

• "The organization should be delivering the cross-functional opportunities that 
task forces are meant to provide." 

• "I would rather do without task forces and form ad hoc teams when necessary to 
get a decision." 

• "Task forces are good exercises in cross-functional communication. They are 
non-threatening vehicles to express frustrations. Unfortunately that’s about 
all that gets accomplished." 

PMOTH239 
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ISSUE VS. TASK ORIENTATION 


Issue Orientation 

• Define the issue as it relates to 
the business and customer 

• Scope out the problem solving 
process 

• Plan the process 

• Design the solution 

• Execute the solution 


Task Orientation 

• Define exact requirements to 
complete task 


• Do not begin until all upstream 
activity complete 


• Focus on task execution quality 
and productivity 

• Accountable only for clearly 
defined activity 

• Wait for further review and 
instruction 


• Measure the results, incorporate 
feedback 
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- sign off? 

- negotiation? 



Source: https://www.i 
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SERIAL VS 


. PARALLEL PROCESSING 
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COMMENTS ON PLANNING AT PM USA 


• "My department has $5-1OMM of obsolescent inventory every year. That’s due to 
one thing - poor planning." 

• "Were extremely reactive - the operations plan is just a series of projects." 

• "Our department needs to be involved in all major planning sessions. It’s much 
tougher to help when things have already blown up." 

• "There is a lack of a consistent strategy that is adhered to and 
well-understood by all functions. The result is that programs are jerked 
around in response to any competitive action and plans are never seen through." 

• "You don't plan for anything more than a few weeks out because you’re 
guaranteed it will change. Why waste your time?" 
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RETAIL MASTERS 
EXECUTION STAGE 
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RETAIL MASTERS 


Management Comments 

• "First pass was all or nothing - more risk than most people are comfortable 
with." 

• "Many meetings are held -- presenting and discussing but not doing. The only 
thing we agreed on was to have another meeting." 

• "The concept was great. People forgot that significant systems would need to 
be designed to support it." 

• "Is the overhead critical - this decision was made and remade for weeks." 

• "The rollout has not been planned - we don’t know how many have been signed 
nor if we have signed the right customers." 

• "Inconsistent messages are sent to the field. This is supposed to be a 
national program but then certain deals are cut." 

• "Contracts had already been signed with or without the overhead piece." 

• "Systems changes were agreed to with the customer but not IS . . .it was found 
to be a 1000 manhour project to be done in a three month period." 
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HAVE YOU EVER HAD A DECISION VETOED? 


• "We had made the decision to get Marlboro Adventure Team material out before 
August and were ready to act on that. Another department said no and the 
process was held up." 

• "I make promotion decisions based on performance. My superiors change them 
based on politics." 

• "The Merit Ultima Campaign was vetoed at the last minute, and we started all 
over." 

• "Virtually any decision can be reversed by my boss or my boss’s boss at the 
last minute and that makes all of our effort and analysis seem fruitless." 

• "Any project can be started and then repealed because of an upper 
management decision. After all the work on Cambridge graphics, Senior 
Management retracted the design." 

• "One promotional idea was developed into finished artwork and we had 
placements in media. Dangoor hated it and canned it. This is after he had 
approved the original concept, and at least 7 people had been involved in 
reading, checking, cross-checking, and keeping him in the loop the whole way." 
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OPERATIONS OBJECTIVES AND INCENTIVES 



LEAF 

Processing 

Plants 

Direct materials 
Purchasina 

Production 

Plannina 

Manufacturing 

Plants 


Distribution 

Objectives: 

• Consistency 

• Consistency 

• Low materials 
costs 

• Accuracy 

• Productivity 

• 

Low distribution 
cost 




• Stability 

• Flexibility 

• Predictability 

• 

Responsiveness 


• Cost/lb.* 

• Cost/lb.‘ 

• Materials* 
costs 

• Stockouts* 

• Overall volume* 

• 

Unfilled SKU’s* 
total SKU’s 

Incentive 

Objectives: 

• Quality of 
tobacco 

• Primary 
specs 

• Timely delivery 

• 

• Cost/1000* 


- from nearest 
warehouse 


• Timely 
delivery 


• Machinability, 
consistency 




- today or 
tomorrow 

Counter¬ 








productive 

actions: 




• Constant 
schedule 
changes 

• Optimize cost/ 
unit without 
regard to mix 
requirements 

• 

Hedge with high 
inventory minimums 





• Late and 
accurate data 

• Promote long 
runs without 
regard to 
inventory costs 

• 

Set inventory 
minimums to 
optimize distribution, 
not systems costs 

‘Well tracked 
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COMMENTS ON MEASUREMENT SYSTEMS 


• "My department’s measurement for service is not stocking out." 


• "The most critical measure for me is productivity - cost and volume. That’s 
what I’m here for." 


• "Plants are measured too much on cost/1000. They should be measured on 
producing to need. Producing at low cost is fine as long as you’re making the 
right cigarettes." 


• "There are no hard and fast rules for reconciling inventory needs with 
production costs. Manufacturing, production planning, and distribution are 
constantly in conflict." 


• "Measurements of finished goods inventory requirements are artificially strict. 

We bend over backwards to meet internal requirements which have nothing to do 
with customer needs." 


• "Nobody really knows what we have in inventory at a given time." 


• "Everyone pursues departmental goals. They rarely all coincide with the 
corporate goal.” 
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RICHMOND/NEW YORK ISSUES 


• "The operations part of the strategic plan is done in New York. That doesn’t 
make sense." 

• "You couldn’t get a decision out of New York if you stapled it to their ass." 

• "Communication between Richmond and New York? It stinks." 

• "The manufacturing controller has to be an integrated member of the management 
team at corporate, not just in Richmond." 

• "I’m not sure you can continue to have 350 miles between corporate and 
manufacturing if you want effective communication." 

• "Neither Richmond nor New York is proactive in offering information to the 
other." 

• "Let’s face it. Richmond manufacturing is at the mercy of New York forecasts 
and financial objectives." 

• "Packaging decisions are tough because they not only cross departments but also 
the geographic barrier between New York and Richmond." 
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Determine pricing (list & net) 


Financial budgeting and control 


Determine competitor strategies 


Consumer market segmentation 


Define consumer needs by segment 


Develop brand positions 


Determine marketing plan by brand (budget) 


Manage brand execution (media) 


Determine unmet consumer needs 


Screen new product ideas & allocate to brands 


Commercialize new products/annbutes 


Develop brand promotions 


anage brand execution (retail) 


Create brand image at retail 


In store brand portfolio management 


■ 

Channel/market segmentation 


Determine segment needs/customer economics 


Customer planning and selling 

■ 

Sales resource allocation (peopte/budgets) 


Sales logistics management 


Wholesaler/inventory management 


Forecast and schedule production 


Determine manufacturing process configuration 


Manufacturing capacity planning 


Allocate technical support resources 


Manage production flow (labor/matenais) 


Determine suppliers/procure materials 


Establish leaf and bend requirements 


Evaluate quality of product (GC/QA) 


Evaluate productiorVmarket 
performance vs. goals 


Develop PM USA public policy & legal position 


Determine PM USA HR needs/polides 


Develop management recruiting and training 
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FUNCTIONAL GROUPS VS. DECISION PROCESS , 
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DECISION MAKING REQUIRES BROAD CONSENSUS 



One Two Three Four Five Six Seven Eight Nine 

group groups groups groups groups groups groups groups groups 

alone 


Note: Group is the smallest denomination led by a Vice President 
Source: Corporate Interviews, Organizational Charts 
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DATA SYNTHESIS 


• The historic legacy of PM USA has left many structural impediments 


• PM USA management practices and styles reinforce the gridlock 


• There may be broad based capability issues 
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WHY CAN’T PEOPLE MAKE DECISIONS? 


35 



process overlaps incentives (logistics) (fear, punishment) sharing 




Structural Impediments 


Cultural Impediments 


Source: PM USA interviews 
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IMPEDIMENTS TO DECISION MAKING 


Lengthy approval process 


- "My request was analyzed fully by 2 departments for months and approved. Then 
a third department, which is not as close to the issues, wants to investigate 
further. Why do we always check the checkers?" 

o clear authority/overlaps 

- "Nobody is really sure where authority lies on packaging decisions. Della 
Crosse does a little, R&D does a little, QE does a little, purchasing does a 
little. All report to different people." 

- "Everybody, even the CEO, has an interest in packaging." 

Turf battles 

- "People don’t play together as teams very well - turf protection and egos are 
big issues." 


• Conflicting measurements/incentives 

- "Customer service gets measured on order fulfillment. Plants get measured on 
productivity. Of course it’s tough to make decisions that affect Doth because 
someone’s going to get the short end of the deal." 





Availability of participants 

- "Often the hardest thing is just getting everyone in the same room at the same 
time. There are just too many time commitments.” 

Management attitude 

- "The fear factor is legitimate. People feel they can be fired, or banished 
to the Siberian gulag. This makes everyone risk averse." 

Poor information sharing 


/~ gjr - "The prevailing attitude is to give up the minimum amount of information to 

/\ po _ \\/ keep people out of your hair 



- "Information is power." 
or planning 

- "No one has time to plan or think strategically." 
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LEGEND OF THE DICTATORSHIP 


• "XXXXXXX is the ultimate controller." 

• "A small group of 3-4 executives made every decision for 20 years. Nobody 
dared to question the process." 

• "A year ago, you would have been shot for that comment." 

• "XXXXXX was part of the problem. Nothing got done unless he supported it, and 
he didn’t support the supply chain study." 

• "Knowledge is power. XXXXXXX protected his turf by keeping all of the 
knowledge at the top." 

• "We were known as ‘humps’. Humps are hired to hump." 

• "The purpose of the OMC was to show that Mark was in charge, and he began 
showing up more in Richmond." 

• "XXXXXX style is based on his experience. He is capable of masking his true 
intentions and keeps everything under control." 

• "They know I’ll crush them if they don’t get me what I want." 
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_ DUNCAN ANALYSIS 

MANAGEMENT STYLE ISSUES 


14 


1? 



Intimidation, Poor direction. Autocratic Punishment Copying the Too much Avoiding 

fear, use of mixed signals style for errors boss's style analysis/ people issues/ 

brute force jerked around detail performance 


Source: MS&S Report (Duncan) 
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DUNCAN ANALYSIS 


EMPOWERMENT/DELEGATION PROBLEMS 

(DECISION MAKING) 



Source: MS&S Report (Duncan) 
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650 APPROVAL FOR INFORMATION SYSTEMS IN MANUFACTURING 
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COMMENTS ON MEETINGS 


• "There are lots of meetings but few outcomes. There is a lack of committed 
joint responsibility everywhere in the company." 

• "A big communication problem is the New York bureaucracy. They’re in so many 
meetings that they can’t even return calls." 

• "Meetings rarely end with clearly defined next steps and agreement on what has 
been decided." 

• "My barometer for the quality of my department’s service is the number of 
meetings I am invited to attend." 

• "People leave meetings without a clue as to what needs to be done." 
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PHILIP MORRIS COMMUNICATE WELL? 


✓ 

/ 

/ 

Don’t know who to call 

/ 

/ 

/ 

Inconsistent messages 

/ 

/ 

/ 

/ 

Senior management attitudes 
pre-empt communication 


Politics/turf protection - 
people refuse to talk 


Structure impedes and 
distorts communication 


Poor cross-functional 
linkage and flows 


Reasons given 


PMOTH231 
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ORGANIZATIONAL COMMUNICATION ISSUES 


Communication 


Examples/ 

Impediment 


perceptions 


1. Poor cross functional flow 


2. Structure impedes process 


3. Political/turf protection 


4. Senior management attitudes 


5. Inconsistent messages 

6. Don’t know who to call 


- one department finds it easier to ask accounting 
than scheduling for a blend sheet 

- Retail Masters required a total system 
change, yet customers were told before IS 

- we did a lot of work in R&D on ‘wides’ concept 
over the last 5 years - it’s on the shelf; yet 
marketing management expresses consternation 
that RJR ‘scooped’ us 

- knowledge is power around here, people are 
eager to protect headcount in their area as well 
as incentives 

- bosses restrict information from subordinates 

- most of the company is forbidden to see 
the 5 year plan 

- upward feedback limited because people 
fear being labeled as "whiners" 

- the five year plan says "X", my boss says "Y" 

- vague roles and overlaps preclude some 
(especially newcomers) from knowing who 
to call 

- I really don’t know who to call -- the only way 

to find out is to ask friends in other departments 
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Examples of 
good communication 


BDP ORGANIZATIONAL COMMUNICATION 


Key 

differences 


1. Teleconference on B&H Kings launch 

2. Three day meeting on Marlboro Medium 
King launch 

3. Communicating the new IS structure 

4. 650 approval for sales automation 

project 

5. Productivity/satisfaction taskforce 

6. IS Retail Masters systems implementation 

7. Weekly Marlboro meetings 

8. New product task force 


- effectively educated field before launch 

- went directly to Sales; quickly surfaced issues 
from sales and got buy-in and support 

- meeting and presentation pre-planned; 
anticipated concerns of audience 

- Finance coached IS on how to write a 
comprehensive proposal that addressed 
management concerns; this minimized the 
number of interactions with senior management 

- clear objectives, good rationale, and access 
to information 

- tight deadline forced complete focus and 
optimization (not perfection) 

- cross-functional group facilitates timely 
info, exchange; all critical decision makers 
present (Craig J., Nancy, RVPs, Ellen M., etc.) 

- Marketing tells R&D exactly what it will need, 
why it is needed and how it fits into the strategy. 
R&D can now prioritize. 
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Source: MS&S Report (Duncan) 
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_ DUNCAN ANALYSIS 

CROSS FUNCTIONAL INTEGRATION ISSUES 


2050952370 



coordination 


among 

departments 


across 

departments 


communicated 


to be informed 


Source: MS&S Report (Duncan) 
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MERIT ULTIMA PRODUCT DEVELOPMENT 



Operations 


SVP Marketing 

16 

SVP 

Sales 

31 

__ 
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facturing 
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Mfg 

Services 
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BBS 
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packaging 1 321 R&D 


Plant Mgr 


Director 
materials 
I purchasing 


43 
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Develop¬ 
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Cig Mfg 


23 


3 
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Marketing 



n - 
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research 
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14 
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Engineer 
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Flavor, 
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Ma 

Ana 

_1_ 
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lysis 

10 
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Research 


35 


Media 


Promotion 

services 


Trade 

marketing 


Region 

trade 

directors 


1 

Sales 

operations 


Analyst 


Technical 

services 


24 


Source: Interviews; Memos 
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MERIT ULTIMA: MANAGEMENT QUOTES 


• "We were ready to go in manufacturing in September. We waited until December 
for marketing to decide on the packaging." 

• "You can’t let incremental deadlines slide and then expect the launch deadline 
to be met. The sell-in sample run was postponed seven times waiting for 
graphics decisions and materials." 


• "The decision making was completely scattered. When they finally decided 
what they wanted, we could barely make enough of it." 

• "Everyone had a reason to slow things down. No one seemed to be managing the 
overall process. We changed the tear tape at the last minute and worked 
people over Christmas to get it in time." 

• "Ultima is a classic example of Philip Morris paralysis by analysis. Virtually 
every deadline announcement was followed by a postponement." 
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"CRITICS" VS. "DOERS" AT PHILIP MORRIS 


• "The only major impediment to getting things done is that people don’t take 
authority. They whine instead of taking the initiative to call and ask for 
what they need to do their job." 

• "The middle management group is its own worst enemy. They complain about no 
empowerment yet they don’t take responsibility." 

• "Sales wants to execute promotions; marketing wants to analyze them." 

• "There are many people who can halt a project, but no one is sure who to look 
to when they want something done." 

• "Philip Morris has the world’s most sophisticated critics of ideas. Rather 

than being free to execute something once the budget is approved, you are just 
subjected to more criticism from upper management and your peers." 
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COMMUNICATING IN CODES 


• "Communications typically lack specificity. People are intentionally vague 
meanings and expectations to protect themselves." 

• "There is much irrelevant communication to support the image that information 
is being shared." 

• "Communication needs to be more definitive, not more frequent." 

• "One task force leader paid lipservice to the idea of collecting our input. When 
it came time to present, it was 100% his opinion disguised as the consensus of 
the group." 

• "Often the clarity of communication is so poor that people don’t understand 
what they are discussing." 

• "Management is out of touch with the people. They send inconsistent messages 
depending on the audiences." 
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Proposed FVB 
strategies: 


Assumptions: 


Proposed action: 


FVB PRICING DISCUSSION 


"We all agree that controlling the low end is critical" 



• FVB units are 
vulnerable because 
PM is leading with 
price increases 

• Consumers are less 
likely to trade down 
to a generic than a 
branded discount 
product 


• Retailers are unlikely 
to erode their margin 
on their private label 
product 

• Competitors are likely 
to follow PM price 
(increases) actions 


• B&W growth inevitable 
because c-stores 
want to build traffic 


• Branded discount 
product is no more 
likely to cannibalize 
full margin than 
black & white 


• Wholesalers will be 
motivated to maintain 
margin 



• Competitive pricing 
policies 

• Private label for retailers 
and some wholesalers 


o 

• Take price up 

• Retailer private label 


• Branded discount 
product gives 
manufacturers greater 
leverage in pricing 


• Reinforce Basic brand 

• Take price up 
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MANAGEMENT COMMENTS ON THE AGENCY 


• "Frankly, the agency is available on short notice, and is expected to respond 
quickly to any request." 

• "Senior management is more likely to tell Leo Burnett that they hate a 
promotion than me." 

• "Sometimes the agency gets in the way because concepts have to be approved in 
their own organization. Also, Leo Burnett is likely to by-pass brand and go 
directly to David." 

• "The agency is just a bunch of creatives — they don’t understand business 
at all." 
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MEETING DYNAMICS AT PM USA 


• Rarely is there an agenda 

• Logistics are a nightmare 

- 4-6 week leadtime 

- surrogates often sent 

• Content is a mix of data and opinions 

- "senseless reams of MSA numbers" 

- "let me tell you the way we used to do things around here" 

- communication in code that allows general agreement while 
providing wide interpretation (FVB) 

• Rarely reaches any closure 

- one veto stops the process 

- agreement to another meeting in 4-6 weeks 
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COMMENTS ON MEETINGS 


• "There are lots of meetings but few outcomes. There is a lack of committed 
joint responsibility everywhere in the company." 

• "A big communication problem is the New York bureaucracy. They’re in so many 
meetings that they can’t even return calls." 

• "Meetings rarely end with clearly defined next steps and agreement on what has 
been decided." 

• "My barometer for the quality of my department’s service is the number of 
meetings I am invited to attend." 

• "People leave meetings without a clue as to what needs to be done." 
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FOOD COMPANY MENTALITY 


• "What you are seeing is a P&G takeover of Philip Morris U.S.A." 


• "The CEO (Miles) wants us to be a food company, just like KGF." 


• "It’s clear that P&G is having a significant influence on the company now. Are 
we sure this is the right way to go?" 
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CEO IMPRESSIONS 


• "It would be useful to see more presentations from Mike Miles to see and 
understand his thought process. We could more easily identify the hot topics." 


• "Sometimes I get the feeling that Bill is overwhelmed by the problems in 
meetings... its easier to see him one on one... the last one in his office 
gets his way." 

• "Bill is a believer in participatory management, which means that everyone’s 
input is valued and considered." 


• "Bill want’s his guys to come to consensus. Frankly, there are times that he 
needs to step in and resolve the endless debates." 
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DATA SYNTHESIS 


• The historic legacy of PM USA has left many structural impediments 


• PM USA management practices and styles reinforce the gridlock 


• There may be broad based capability issues 
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CROSS FUNCTIONAL TRAINING 



PM Work Experience 


Source: PM USA Employee Interviews 
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COMMENTS ON MANAGEMENT CAPABILITY 


• "Planning and project management are non-existent around here." 

• "Management can’t make a decision. Years ago they asked for input, decided and 
everyone pushed in that direction. Now you never get the decision." 

• "People don’t give a damn about building respect with the people they 
supervise. The common denominator here is a lack of confidence." 

• "The quantity of analysis done here is overwhelming - but the quality is 
awful." 

• "Management is perceived as elitist and more interested in image and strategy 
rather than making things happen and creating revenues." 

• "Managers don’t make decisions even when they have the authority. They’re 
afraid of making bad decisions so they don’t make any." 

• "We need more minds that are pre-disposed toward profits versus the creative 
side of our business." 
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GE MANAGEMENT DEVELOPMENT MODEL 


• "It’s been said most people’s jobs are too small for their spirits. I want a 
company where every single job grows to the size of its owners spirits." 

Jack Welch 


Objective: 

Recruiting: 
Job Rotation: 
Training: 


• "Create a boundary-less company, where artificial barriers & walls people build 
are demolished." (Jack Welch) 

• 2 year program offered, with rotational assignments 

• Across division & functions 

• 2x per year at Crotonville 
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1 


TOP 5 CRISIS DECISION PROCESSES 


1. Merit Ultima 

2. Marlboro Adventure Team 

3. Retail Masters 

4. FVB pricing (several times) 

5. B&H Kings/Cambridge Packaging 
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CAUSES OF CRISIS MODE 


• "We’ve got to get through this crisis - so we can go out and create the 
next one." 

• "Overanalysis and waiting for approvals causes crisis." 

• "The unstable portions of our business are allowed to destabilize everything 
else." 

• "Crisis is caused in my department because other departments don’t make 
decisions on time, and no one holds them to any deadlines." 

• "We have a history of not being first. Crises occur because we’re under 
pressure to respond to a competitor that launches a new initiative, and we have 
to be better than they are." 

• "It takes forever to load a gun around here, but a split second to pull the 
trigger." (analysis before decision) 
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WHY ARE DECISIONS EASIER TO MAKE IN A CRISIS? 


• "In crisis decisions get elevated to someone with clear authority - they quit 
doing analysis and decide." 

• "Crisis is an invented survival tool because you can get people to share 
information in a crisis." 

• "You’re no longer paralyzed by details in a crisis, you’re allowed to look at 
the bigger problem and make your own decisions." 

• "In crisis you can get the proper people (i.e. VP’s) in one room on short 
notice." 

• "Everyone knows who is in charge in a crisis. Someone has accountability 
to make it happen." 

• "In crisis no one has time to look at all of the data, and the deadline doesn’t 
move." 

• "I like crisis management because we can execute instead of analyze an issue 
to death." 


PMOTH236 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 




2050952388 
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KEY LEARNINGS FROM CRISIS MANAGEMENT 



PMGTH303 
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PHILIP MORRIS ll.S.A. _ 

IF YOU HAD THE RESOURCES, WHAT WOULD YOU DO DIFFERENTLY? 



Source: 87 interviews, 58 responses 
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IF YOU HAD THE RESOURCES, WHAT WOULD YOU DO DIFFERENTLY? 

• Correct structural problems 

— "more interchanging of personnel across functions to increase understanding of 
the business as a whole" 

— "eliminate the approval process and carve out discrete areas of authority" 

— "right now, we have 10 people who can veto an idea and no one who has 
authority to say yes. We need to move to a structure that allows input from 
10 people if necessary, but puts authority and responsibility in one place." 

• Improve planning/quality of information 

— "more accurate, timely information for forecasting, production planning and 
purchasing" 

— "increase focus on sales and marketing information. Develop better information 
tools to measure effectiveness of programs." 

• Hire more people 

— "replace the headcount I lost in the last seven months 

— "get more worker bees - headcount has been reduced but the workload has not." 

• More training/personnel development 

— "my department spends a ton of money - it’s worth investing in our people to 
train them to be more effective managers." 

— "increase people’s business skills and profit mentality" pmoth238 
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SUMMARY 


• The historic legacy of PM USA has left many structural impediments 


• PM USA management practices and styles reinforce the gridlock 


• There may be broad based capability issues 
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SUMMARY OF 10/8 -10/9 MEETING 

• History has shaped the values and structure of the current organization 

- the Marlboro success formula defined the organization 

- jobs were designed to execute tasks, not to resolve issues 

- the formula worked well when the market was stable 

- the new market dynamics have placed severe stress on the old structure 

- portfolio management has emerged as one of the most important challenges 
facing PM USA 

• The current structure creates gridlock 

- too many layers of management, excessive approvals 

- jobs are designed very narrowly, which creates a narrow, task orientation 

- the end result is lengthy serial processing, with multiple approvals or vetos 

- nobody is responsible for planning or process management 

• The marketing/manufacturing matrix organizations are at the center of the 
structural gridlock 

- the brand manager is really a brand facilitator 

- "service" groups have taken on a life of their own 

- ultimately, the gridlock is delegated to a task force 

PMOTH350 
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SUMMARY OF 10/8 -10/9 MEETING (CONTINUED) 


• The PM USA culture reinforces the gridlock 

- there are many more "critics" than "doers", more "staff" than "line" 

- senior often management intervenes at all levels of the organization, in 
episodic manner 

- meetings at PM USA do not usually make much progress 

- PM USA management often communicates in code, stating general agreement while 
allowing wide interpretation 

• There may be broad capability issues 

- quantity of analysis vs. quality of analysis 

- little or no process management skill 

- very little management cross training, few general managers 
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INCREASING BUSINESS COMPLEXITY 

Marlboro Marketing Promotions Bra n ds _ P r oduced* 




Percent 

of volume: 1% 2% 17% 

Source: PM USA Marketing, Manufacturing Departments 

'Includes international pmoth307 
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SVP Sales 
M. Szymancyk 


National 

accounts 


5 RVPs 
24 SSDs 


Sales 

operations 
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THE MARKETING MATRIX ORGANIZATION 
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Operations 
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FUNCTIONAL GROUPS VS. DECISION PROCESS 


Functional 

Groups 



i i i i 


I IS I Id 


Source: Management Interviews 
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Team A 

(Larry, Steve D., Fred, Steve P., Harry) 

Values 

• What are our values and behavior that will both 
exhibit, expect and reward? 

Goals, Measurement and Reward System 

• How will we set clear goals, measure performance 
and reward and "punish"? 

Organizing for Planning and Execution 

• What is the appropriate/optimum structure to plan, 
organize and execute against our goals/objectives? 

Boundaries. Empowerment. Accountability 

• How shall we define empowerment, understand/set 
the boundaries and accountabilities associated with it? 

Communication/Ownership 

• How can we build internalization, ownership 
throughout the organization? 

Self-Correction 

• How do we become self-correcting for continuous 
improvement? 


KEY QUESTIONS 

Team B 

(Mike, Jack, Ken, Dave, Diane) 

• How shall we insure that our structures and 
accountabilities are aligned with core business 
process required for success? 

• How will we define and project the values we 
want and shift the organization’s behavior? 

• How do we achieve alignment of goals and 
strategies and measurements across the company? 

• How shall we ensure that accountability and 
responsibility are clearly defined, agreed to and 
linked (person to person)? 

• How do we identify, select and introduce new 
management tools into the organization consistent 
with our desired culture and business strategies? 

• How do we build now a continuous improvement/ 
continuous learning organization as a core value? 

• How shall we ensure that for every desired outcome, 
there is a communication strategy? 


6GC2SG0S02 
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CHANGE PROCESS 


Parrish’s Summary of the "Change Process" 

• What do we want it to be? (the definition thing) 

• What are the specific goals associated with it? 

• How do we design a structure that supports/ 
doesn’t impede the above? 

• How do we implement in a way that builds ownership? 

• How do we measure reward and punish? 

• How will we continuously improve/self-correct? 


PMOTH366 
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ADDITIONAL THEMES 


• How can we do a better job of process management, the common denominator in 
many of our strategic objectives? 


• How can we create single point authority for each key decision, while still 
including required cross functional input? 


• How can we design people’s jobs so that they are general management rather than 
task executors? 
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KEY LEARNINGS 


Team #1 - Blue 

• We currently don’t know who has authority 
over key decisions 

• We need to involve many people, but 
everybody doesn’t have to be involved in 
every step 

• We don’t currently plan the process 

• We don’t utilize the information we have 
before we decide 

• We could launch (a product) in four months 

• You need a single decision-maker for 
critical decisions (with input) 


Team #2 - Red 

• We tend to bump decision-making to the 
highest possible level 

• We have a hard time making a decision 


• We have no established mode of thinking 
with which to make more decisions 

• Individually, we are as reluctant to accept 
responsibility as we are to give it up 

• In a single consumer product company, it is 
hard to assign distinct responsibilities 

• There is confusion about what authority 
means - where does the buck stop - or can 
the stopper be overruled? 

• We’re constrained by the boxes we’ve lived in 
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EXERCISE #1 


What would a better, faster organization look like? 


PMOTH367 
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EXERCISE #2 


What would a better, faster organization look like? 

- what are the inhibitors? 

- what would make it hard to change? 

- what kind of things could derail it? 

- where in the organization will change be required? 

- where are the most difficult areas? 

- what are the highest priorities? 
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HISTORY OF ORGANIZATION DESIGN 


Market Environment 


Organizational Design 


• Stable markets 

• Slow technical innovation 

• One product for mass markets 

• Productivity improvement was critical 
success factor 


• "Markets" within markets 

• Expansion across markets, multinationals 
(U.S., U.K.) 

• Functional excellence within each market 
was critical 


• Brands, products become like 
"mini-businesses" (consumer product) 

• Competitive environment different for each 
product, but customer is the same 

• Fracturing consumer needs, demographics 


• Rapid technological innovation 

• Time to market as a competitive weapon 

• Service quality important as product 
quality 



• Based on Taylorism "one best way" 

• Experience drawn from military 
organizations 

• Task specialization, repetition would 
drive up productivity (E-curve) 

- example: railroads, steel, 
shipbuilding 

• Pioneered by DuPont (chemicals) 

• Some functions decentralized (sales, 
marketing, manufacturing). Others 
central (finance, distribution) 

• Some divisions forced by Antitrust Laws 
(GM, Standard Oil) 


• P&G, Corning pioneered 

• Dual reporting to function and product 

• Require sophisticated control/ incentive 
systems 

• Allows product focus at cost of slow 
response time 


• Focus on process excellence, 
accountability 

• Matrix process management to functional 
hierarchy 

• Expanded job design 


SOfcS560S02 
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SPECTRUM OF ORGANIZATION DESIGN 


Title: 

Description: 


Pros: 


Cons: 


Context: 


Example: 


Functional 

Divisional/SBU 

Matrix 

Adhocracy 

• Vertical 
reporting structure 

• Groupings around 
functional disciplines 

• Task oriented 

• Collection of 
functional units (SBUs) 
grouped around 
products, markets or 
customers 

• Formally links multiple 
management 
dimensions 

- product (x) function 

- product (x) geography 

- service (x) function 

• Project-based 
management groups 
are multi-functional 

• Project teams form 
and disband on an 
ad-hoc basis 

• Clear lines of authority 
within functions 

• Promotes functional 
specialists and 
expertise 

• Market/product focus 

• Promotes functional 
specialists focused on 
unique markets 

• Can achieve product 
focus while maximizing 
expertise and scale 

• Optimize info sharing 

• Dual career path 

• Collects specialists 
together on a project 
to address specific 
needs 

• Highly adaptable 

• Integration and 
coordination is difficult 

• Inflexible 

• Little customer 
accountability 

• No process accountability 
outside functions 

• Cross divisional 
learning impaired 

• Coordination across 
businesses 

• Some scale benefit 
lost 

• Control more difficult 

• Authority and 
accountability are 
unclear 

• Requires sophisticated 
controls/ measurements 

• Staff "liaison" explosion 

• Regular disbanding 
creates uncertainty 
in resource allocation 

• Difficult to capture 
functional expertise 

• Stable markets 

• Functional 
excellence key to 
success 

• Scale important 

• Defined markets 

• Distinct customer 
groups 

• Functional expertise 
key to specific 
customers 

• Business within a 
portfolio 

• Heterogeneous markets 

• On-going coordination 
requirements 

• Cost focus (scale 
important) 

• Expertise important 

• Multiple products to 
same customers 

• Project nature of 
business (job shop) 

• Unpredictable 
volume and mix of 
demand 

• Ford Motor Co. 

• Microsoft 

• General Electric 

• General Dynamics 

• P&G 

• AT&T 

• ABB 

• NASA 

• Bechtel 

• Bain & Company 
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FUNCTIONAL ORGANIZATION 


FORD MOTOR COMPANY 
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FUNCTIONAL ORGANIZATION 


CEO 


FORD MOTOR COMPANY 

(1989) 


Program Management 


President 

COO 


Advanced 

manufacturing 


Large 

cars 


Engineering/ 

design 


I 


Marketing 




Manufacturing 


Finance 




(25% equity) 


Ford 

International 


1 



Mazda 

Motor 


Mid-size 

cars 


Team 

Taurus 


Small 

cars 


Team 

Escort 


Sport/ 

utility 


Team y 
Probe / 
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DIVISION AL/SBU 


CEO 


Technology 


GENERAL ELECTRIC 


Vice Chairmen (2) 


-1- 

Aircraft engines 


- 1 - 

Electrical Industrial 


Manufacturing 

1 - 1 - 


Services 


T 


Aerospace 


5 levels (from 

29 previously) L 

— 

Finance 



— 

Manu¬ 

facturing 



— 

Sales 



— 

Marketing 



— 

R&D 


,. ,. , . distribution power systems .. ... 

Medical equipment anc j control Lighting 


— ^ 

I 1 I 

Motors Transportation P| astics J Communication NBC Financial 

systems Appliances and services 


services 







Finance 


— 

Finance 





Manu- 



Manu- 

facturing 



facturing 





Sales 


— 

Sales 





Marketing 


— 

Marketing 





R&D 


— 

R&D 


\ 


Current Organizational Development 

•Management rotation (entry level) 

•2 times per year offsite training 
(Crotonville) 

• "Crotonville workouts" 

- mapping processes of how things are accomplished 
in the SBU 

- focuses on improving "activities" vs. management decision 

processes 

- involve managers and workers to get things done, 

gain multiple perspective 

- establishing internal/external BDP search (provides 

a way to tap into knowledge on other divisions) 


QT£2S60S02 


"We will be #1 or #2 in every business or not participate." 

"It’s been said that most people’s jobs are too small for their spirits. I want 
a company where every single job grows to the size of its owner’s spirits." 

- Jack Welsh 
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_ ADHOCRACY 

BECHTEL ORGANIZATION 
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THE MATRIX ORGANIZATION 


Type 1 

(Function x Product) 


Function 



Product/ 

Brand 


Type 2 

(Function x Service) 



Service 


Type 3 

(Product x Geography) 



Examples: 


• P&G 


• AT&T 


• ABB 
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Structure 


PROCTER AND GAMBLE USA 


Design 



5) Sector VPs I 
(Je.g., householq 
cleaning) 


39) Category) 
manager 
ilaundry dept. 


Field sales 
force 


Product 



Supply 


R&D 

Unit 



/ 

/ 

/ 

/ 



R&D 
loordination 


• Rationale for moving from brand to category management: 

- decision making: optimize at category not 

brand level 

~ responsibility: pushed down in organization 
from group VP/sector VP level 

- retailer focus: reflect their purchasing 

mindset and buying groups 

“ consumer focus: organize around consumer 

needs so that business decisions are 
aligned 


• Incentive systems 

- category managers: measured on operating profit, market 

share, and unit volume goals. Profit 
responsibility may not include full 
responsibility for working capital 

- "sales planner": measured on mix of category sales 

performance and sales department 
performance 


‘Direct report to CM only for specific categories (typically those 
With dedicated production facilities) 

ems6 osoz 
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MATRIX ORGANIZATION 



X = point of contract negotiation 

30444E003 PMO 
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MATRIX ORGANIZATION 


Country businesses: 


Process 

engineering 



CEO/Executive 
Committee (12) 


ASEA BROWN BOVERI (ABB) 



P&L 

responsibility 


1,100 companies 
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MATRIX ORGANIZATION 

SUMMARY 


The Benefits 


The Costs 


• Can achieve dual management objectives 

• Achieves focus (product/service/geography/ 
process) without sacrificing scales benefits or 
functional expertise 

• Achieves cross-functional/cross-product 
coordination and learning 


• Functional organizations that create 
matrix organizations don’t transfer any 
real authority (AT&T) 

• Dual reporting confuses authority and can 
slow down market responsiveness (P&G) 

• "Automatic" coordination transforms into 
formal liaison organizations 


Kev Questions: 

• Can Philip Morris achieve the dual objectives of functional management and 
process management? 

• Where should the decision making authority reside for each critical decision? 

• How can we create specific measurements and incentives? 


PMOTH381 


9W2S6GS02 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 



PHILIP MORRIS U.S.A. 


ORGANIZATION DESIGN 

SUMMARY 


• Business strategy must be linked to organizational capability 

• As business environments change, so must organizational response 

• The most successful companies organize to achieve the most important 
critical success factors 

• There are no cookie-cutter solutions 



Strategy 



success 

factors 


Business 
process 
management 
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FUNCTIONAL GROUPS VS. DECISION PROCESS 


Functional 

Groups 


Corporate office 

Strat planning 
Finance 


Brand groups 


I S 
8 8 




miumuM 
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Corporate affairs 
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STRATEGY/ORGANIZATION LINKAGE 


1. 

2 . 

3. 

4. 

5. 

6 . 

7. 

8 . 

9. 

10 . 

11 . 

12 . 

13. 

14. 

15 . 

16. 

17 . 

18. 


THE 35 CRITICAL DECISION PROCESSES 


Set income targets 
Determine pricing (list & net) 

Financial budgeting and control 
Determine competitor strategies 
Consumer market segmentation 
Define consumer needs by segment 
Develop brand positions 
Determine marketing plan by brand (budget) 

Manage brand execution (media) 

Determine unmet consumer needs 

Screen new product ideas & allocate to brands 

Commercialize new products/attributes 
Develop brand promotions 
Manage brand execution (retail) 

Create brand image at retail 
In store brand portfolio management 

Channel/market segmentation 

Determine segment needs/customer economics 


19. Customer planning and selling 

20. Sales resource allocation (people/budgets) 

21. Sales logistics management 

22. Wholesaler/inventory management 

23. Forecast and schedule production 

24. Determine manufacturing process configuration 

25. Manufacuturing capacity planning 

26. Allocate technical support resources 

27. Manage production flow (labor/materials) 

28. Determine suppliers/procure materials 

29. Establish leaf and blend requirements 

30. Evaluate quality of product (QC/QA) 

31. Evaluate production/market performance vs. goals 

32. Develop PM USA public policy & legal position 

33. Determine PM USA HR needs/policies 

34. Develop management recruiting and training 

35. Determine corp MIS needs 
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- negotiation? 
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DECISION LINKAGES WITHIN BUSINESS PROCESSES 


• Decision points 


Core Business Process #1 



Activities and 
tasks 


Where are the natural boundaries around business processes? 
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DECISION ALIGNMENT WITHIN CORE PROCESSES 


Functional Organization 
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PHILIP MORRIS U.S.A. 


WHAT MAKES A CORE BUSINESS PROCESS? 


1) Decision processes should be tied to the critical components of the strategic 
goals of the company 

- enable better, faster decisions 


2) Mutually exclusive and collectively exhaustive combination of the 
critical business activities characterized by: 

- grouping of related and/or interdependent decisions 

- grouping of decisions which are ongoing 

- which enable upfront planning for the process (parallel vs. serial) 

3) For each decision functional expertise is clearly in a position to support a 
decision, make a decision or execute a decision. And those distinctions are 
clear to the organization at the start. Functional expertise by itself does not 
create a decision process 


PMOTH255 


C»'2S60S02 


Source: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 




PHILIP MORRIS U.S.A. 


THE 8 CORE BUSINESS PROCESSES 


1. Financial management 

2. Brand management 

3. Trademark portfolio management 

4. Retail trade visibility and customer management 

5. Order processing and fulfillment 

6. New product/process/technology development and commercialization 

7. Managing public perception and actions 

8. Organizational capability development 
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PHILIP MORRIS U.S.A. 


CORE PROCESS #1 


FINANCIAL RESOURCE MANAGEMENT 


• 5 Year Plan 

- financial planning and analysis 

• Controller 

- operations control 

- sales control 

- marketing/HQ control 

• Financial reporting 

• Accounting 

• Budgets 

- operating 

- capital 

- special projects 

• M.I.S. 

• Measurement and reporting systems 

• Administration 
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PHILIP MORRIS U.S.A. 


CORE PROCESS #2 


BRAND MANAGEMENT 


• Brand planning and budgeting 

• Promotions 

- planning and design 

- promotion evaluation 

- direct marketing (database) 

- logistics & coordination 

• Media 

- outdoor 

- print 

- P.O.S. 

• Event marketing 

• Consumer research 
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PHILIP MORRIS U.S.A. 


CORE PROCESS #3 


TRADEMARK PORTFOLIO MANAGEMENT 


• Trademark equity management 

“ relative and absolute product positions 
“ 5 year product plan 

- brand budgets, goals and measurements 

• All pricing (list, buy-downs, allowances) 

• Consumer research 

- market segmentation 
~ portfolio analysis 

- new product planning and coordination 

• Market intelligence and planning 

“ competitor analysis 

- forecasting 

• Coordination of trademark activities with field sales 

- promotion launch plan 

- new product launch plan 

• Trade merchandsing program design 

• Marketing purchasing and logistics 
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CORE PROCESS #4 


PHILIP MORRIS U.S.A. 

RETAIL TRADE DISTRIBUTION AND VISIBILITY MANAGEMENT 

Activities: 

• Wholesaler management 

• Retailer management 

- account planning, selling and logistics 

- in-store visibility and merchandising 

- new product/promotion execution 

• Inventory management 

- public warehouse management 

- wholesale/retail stocking levels 

- promotion/fixture logistics (e.g. pre-con, Madden) 

• Sales information systems 

- systems support 

- competitive intelligence 

- forecasting 

• Sales administration 
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_ CORE PROCESS #5 

ORDER PROCESSING AND FULFILLMENT 


Activities 

• Forecasting (domestic and international) 

• Production scheduling 

• Procurement (Pkg, Leaf, MRO) 

• Plant operations 

• Plant engineering 

• Logistics 

• Quality control 

• Capacity planning 
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PHILIP MORRIS U.S.A. _ CORE PROCESS #6 

NEW PRODUCT/PROCESS/TECHNOLOGY DEVELOPMENT AND COMMERCIALIZATION 

Activities 

• Basic research 

- chemical 

- physical 

• Product development 

- attribute development 

- consumer testing 

• Process development 

• New product/process commercialization 

- operations planning (factory trials) 
and coordination 

- marketing planning and coordination 

• Technology management 

- patents/legal 

- specifications 

• Quality assurance (audit) 

• Environment compliance 

• Coordination of international activities 
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CORE PROCESS #7 


MANAGING PUBLIC PERCEPTIONS AND ACTIONS 


• Legal and regulatory activities 

• Government affairs 

• Media relations 

• Consumer relations (complaints) 

• Issues communications and management 

• Crisis management 

• Plant community relations 

• Maintain political alliances with stakeholders 
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_ CORE PROCESS #8 

ORGANIZATIONAL CAPABILITY DEVELOPMENT 


• Management recruiting & training 

• Human resource management 

- organizational development 

- compensation systems 

- administration 

• Succession/leadership planning 

- executive training 

- job rotation & staffing 

• Labor relations 

- contracts 

- EEO/Affirmative Action/OSHA 
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PHILIP MORRIS U.S.A. 


NEW PARADIGM 


CORE BUSINESS PROCESS MANAGEMENT 

From the vertical organization that ... to the process-based organization 

focusses on task execution 



Research Manufacturing Marketing Finance 



Process 

outcome 


Process 

outcome 


Process 

outcome 
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How much process vs. functional emphasis is required? 
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PHILIP MORRIS U.S.A. 


THE 8 CORE PROCESSES VS. CURRENT FUNCTIONAL DEPARTMENTS 


Financial 
management #1 


Trademark 
portfolio mgt. #2 


Brand 

management #3 


Retail trade visibility 
and cust. mgt. #4 


Order processing 
and fulfillment #5 


New product/technology 
commercialization #6 


Management of 
public perception 
and actions #7 


Organization 
capability 
development #8 
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PHILIP MORRIS U.S.A. 


EXERCISE #3 


• Align the critical decision processes with the core business processes 


- are there more core decision processes? 

- are there redundancies? 

- where are the overlaps? 
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PHILIP MORRIS U.S.A 


CORE BUSINESS PROCESS RESPONSIBILITY 


</> 


Core Process 

Set income targets 

Determine pricing (list & net) 

Financial budgeting and control 

Determine competitor strategies 

Consumer market segmentation 

Define consumer needs by segment 

Develop brand positions 

Determine marketing plan by brand (budget) 

Manage brand execution (media) 

Determine unmet consumer needs 

Screen new product ideas A allocate to brands 

Commercialize new products/attributes 

Develop brand promotions 

Manage brand execution (retail) 

Create brand image at retail 

In store brand portfolio management 
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Determine segment needs/customer economic 

Customer planning and selling 

Sales resource allocation (people/budgets) 

Sales logistics management 

Wholesaler/inventory management 

Forecast and schedule production 

Determine manufacturing process configuration 

Manufacturing capacity planning 

Allocate technical support resources 

Manage production flow (iabor/materials) 
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Establish leaf and Wend requirements 

Evaluate quality of product (GC/QA) 

Evaluate productlorVmarket 
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budgeting 


2. Brand portfolio 


management 


3. Trademark 


management 


4. Retail 

distribution 
& visibility 

5. Order 
processing 
& fulfillment 


6. NPD/ 
technology 
management 


7. Public 
perception 
management 


8. Organizational 
capability 



Plus: Functional Expertise: 

- Controller’s office - I.S. 9Ct'ZS60S(K' 

■ Legal - Enging§iij/jig e: https://www.industrydocuments.ucsf.edu/docs/klglOOOO 
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Set income targets 


Determine pricing (list & net) 


Financial budgeting and control 


Determine competitor strategies 


Consumer market segmentation 


Define consumer needs by segment 


Which brands should be used 


Resource aJIocation to brands 


Determine marketing pian by brand (budget) 


Manage brand execution (mecSa) 


Determine unmet consumer needs/produci attributes 


Determine basic research needs 


Screen new product ideas 4 allocate to brands 


Approve new product business pian 


Commercialize new products * marketing 


Commercialize new products * operations 


Develop brand promotions (plan) 


Manage promotion execution (retail) 


Set brand image objectives at retail 


Design The Look* - (POS, signage) 


Program <RM) ( •qupmant apec* (n-ucx* 

portfolio 


Channel/market resource allocation (plan) 


Merchandising dollar allocation 


Customer planning and selling 


Sales resource allocation (peopie/budgets) 


Sales logistics management 


Wholesaler management 


Finished goods inventory management 


Forecasting of demand 


Production scheduling 


Determine manufacturing process configuration 


Manufacturing capacity planning 


Allocate technical support resources ■ (R4D) 


rt resources - 


roduction flow (labor/materiats 


Determine suppliers/procure materials 


Establish leaf and blend requirements 


Evaluate quality of product (QC) 


Quality assurance (QA) 


Develop PM USA public policy 4 legal position 


Community relations 


PM USA HR needs/policies (coordination 4 integration) 


Develop management recruiting and training 


Determine corp MIS needs 


Black 4 White management 


Ser inventory levels (load) 


Determine customer service needs 
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PHILIP MORRIS U.S.A. 


ORGANIZATIONAL RE-DESIGN PROCESS 


Cross-functional 


Intelligent 

goals & incentives 


Empowerment 




Individual 



training & 
skill development 


Information 
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